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Memorandum 
 

To: All Fellows, Affiliates, Associates and Correspondents of the Canadian 
Institute of Actuaries and Other Interested Parties 

From:  Charles C. McLeod, Chairperson 
  Actuarial Standards Board 

  John Brierley, Chairperson 
  Designated Group 

Date:  June 5, 2009 

Subject: Notice of Intent (NOI) regarding changes to the Standards of 
Practice – Practice-Specific Standards for Insurers – Section 2300 
Valuation of Policy Liabilities: Life Insurance regarding Stochastic 
Modelling and Segregated Fund Valuation 

Comment Deadline:  July 31, 2009 
Document 209051 

Background 
The stochastic modelling and valuation of liabilities for segregated funds is currently 
covered by a combination of Standards of Practice, Educational Notes and other 
guidance.  Some of the material in the Educational Notes and other guidance may be 
more appropriate to be included in the Standards of Practice. 

Four topics, covered in Educational Notes and other guidance, have been identified as 
possibilities for upgrading to Standards of Practice and there may be others. 

Summary of Proposed Changes and Desired Outcomes 
The current guidance consists of: 

Report: Financial Considerations of Segregated Fund Investment Guarantees, 
November 1998  
(http://www.actuaries.ca/members/publications/1998/9858e.pdf) 

Research Paper: Use of Stochastic Techniques to Value Actuarial Liabilities under 
Canadian GAAP, August 2001 
(http://www.actuaries.ca/members/publications/2001/20169e.pdf) 

Report: CIA Task Force on Segregated Fund Investment Guarantees, March 2002 
(http://www.actuaries.ca/members/publications/2002/202012e.pdf)
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Educational Note: Selection of Interest Rate Models, December 2003 
(http://www.actuaries.ca/members/publications/2003/203106e.pdf) 

Educational Note: Valuation of Segregated Fund Investment Guarantees (Revised), 
October 2005 
(http://www.actuaries.ca/members/publications/2005/205111e.pdf) 

Educational Note: Considerations in the Valuation of Segregated Fund Products, 
November 2007 
(http://www.actuaries.ca/members/publications/2007/207109e.pdf) 

Generally, the current Standards of Practice already provide much of what is needed for 
valuation of the guaranteed in segregated fund products.  The Educational Notes and 
other guidance (in many instances) refer to the Standards of Practice and provide further 
guidance on those Standards of Practice.  However, there are some changes that would be 
useful, as follows: 

1. Stochastic modelling principles are embedded in a number of the above documents. 
These principles should be formalized into the Standards of Practice for generic 
application of stochastic modelling. 

2. The Standards of Practice do not refer to the method used to value the segregated 
fund guarantees.  The Committee on Life Insurance Financial Reporting (CLIFR) of 
the Canadian Institute of Actuaries has a firmly entrenched position that the method 
could be either the “Whole Contract” method or the “Bifurcated” method.  The 
Whole Contract method is used by a number of companies currently and does not 
separate the cost of the guarantees from the cost of amortizing acquisition expenses.  
This method is most consistent with the valuation of other life insurance products.  
The Bifurcated method identifies the various costs associated with the product and 
values them separately.  This method is likely to be consistent with International 
Financial Reporting Standards (IFRS).  Adding both methods into the Standards of 
Practice would be an improvement over having these methods described in 
guidance.  The Standards of Practice should also include a statement that it would 
be appropriate to value liabilities associated with segregated fund guarantees using 
stochastic techniques (as stated in the 2005 guidance document). 

3. The stochastic model calibration criteria identified in the segregated fund task force 
report would be an appropriate addition to the Standards of Practice.  The task force 
report does not recommend how to develop a stochastic model but relies on this 
calibration to provide similar results for valuation, regardless of how the various 
models are set up.  

4. Subsection 2350 of the Standards of Practice could be enhanced to cover the 
additional policyholder options included in segregated fund products.  The 
assumptions for these options are discussed in the segregated fund guidance and it 
would be consistent with other assumptions in current Standards of Practice if these 
features were at least mentioned in the Standards of Practice. 

Educational Notes, Research Papers and Task Force Reports are designed to provide 
supplemental guidance to the Standards of Practice.  The desired outcome would be to 
have recommendations and guidance in the Standards of Practice so that these 
publications provide supplementary guidance instead of the current situation where they 
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provide primary guidance.  There is no intent to change the meaning of the existing 
guidance. 

Timeline 
It is expected that these changes will not be controversial, as the guidance already exists.  
It may, therefore, be possible to publish an Exposure Draft by early fall this year and 
have final Standards of Practice in place for the end of this year. 

Your Feedback 
The Actuarial Standards Board (ASB) is soliciting feedback on this NOI, from members 
of the CIA and from other stakeholders.  Comments on the proposed changes are invited 
by July 31, 2009.  Please send your comments, preferably in an electronic format, to 
John Brierley at john.brierley@rbc.com, with a copy to Chris Fievoli at 
Chris.Fievoli@actuaries.ca.  The only forum planned for submitting comments regarding 
this NOI is the receipt of written comments at the above e-mail addresses. 

Feedback is particularly invited on the following issues: 

1. Do you agree that the identified changes would be more appropriate as Standards of 
Practice instead of guidance in Educational Notes, Research Papers and Reports? 

2. Is there other guidance in the identified publications on stochastic modelling and 
segregated fund valuation that would be appropriate as Standards of Practice? 

The Actuarial Standards Board hopes to publish a formal Exposure Draft by early fall 
2009 after considering the comments received.  During the period following publication 
of the Exposure Draft there will be opportunity for further comments. 

It is the responsibility of the Actuarial Standards Board to make final decisions regarding 
the revised Standards of Practice.  It hopes to make final decisions regarding these 
revisions by the end of 2009 or early in 2010.  

The Actuarial Standards Board has created a Designated Group that will be responsible 
for the development of this Standard of Practice. The Designated Group will be chaired 
by John Brierley. 

 
CCM, JB 
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